UNIVERSITY OF NEW ENGLAND 


University of NAME: 


New England 


STUDENT NUMBER: 
UNIT CODE: ECON326 
PAPER TITLE: Benefit-Cost Analysis 
PAPER NUMBER: _ First and Only 
DATE: Tuesday 3 June 2014 TIME: 1:45PM TO 4:00 PM 


TIME ALLOWED: — Two (2) hours and fifteen minutes 


NUMBER OF PAGES IN PAPER: THREE (3) 
NUMBER OF QUESTIONS ON PAPER: EIGHT (8) 
NUMBER OF QUESTIONS TO BE ANSWERED: FOUR (4) 


STATIONERY 4 6 PAGE ANSWER BOOKS So GENERAL PURPOSE ANSWER SHEET 
PER 


CANDIDATE: So GRAPH PAPER SHEETS | 0 GEOLOGY SAMPLES 


OTHER AIDS REQUIRED: NIL 
POCKET CALCULATORS PERMITTED: YES (APPROVED MODELS ONLY) 


TEXTBOOKS OR NOTES PERMITTED: NIL 


INSTRUCTIONS FOR CANDIDATES: 
e Candidates MAY NOT start writing until instructed to do so by the supervisor 


e Please pay attention to the announcements and read all instructions carefully before 
commencing the paper 


e Candidates MUST write their name and student number on the top of this page 
e Answer ANY FOUR (4) of the EIGHT (8) questions provided 

e Each question is worth a maximum of 20 marks 

e The allocation of marks to parts of questions are shown where appropriate 


e This examination question paper MUST BE HANDED IN with worked scripts. Failure to do 
so may result in the cancellation of all marks for this examination 


REMEMBER TO WRITE YOUR NAME AND STUDENT NUMBER AT THE TOP OF THIS PAGE 


THE UNIVERSITY CONSIDERS IMPROPER CONDUCT IN EXAMINATIONS TO BE A SERIOUS OFFENCE. 
PENALTIES FOR CHEATING ARE EXCLUSION FROM THE UNIVERSITY FOR ONE YEAR AND/OR CANCELLATION 
OF ANY CREDIT RECEIVED IN THE EXAMINATION FOR THAT UNIT. 


ECON326, Trimester 1 2014 
Answer ANY FOUR (4) of the EIGHT (8) questions provided 


Question 1 


a) Distinguish between an actual Pareto improvement and a potential Pareto improvement. (12 
marks) 


b) State which one of these is utilised within benefit-cost analysis and explain why. (8 marks) 


Question 2 


You have been asked to undertake a benefit-cost analysis of a project that will construct a hydro- 
electric dam that will result in the flooding of a large area of old-growth forest in Tasmania. 
a) Describe the valuation techniques that might be employed to evaluate the environmental costs 
of the project going ahead and outline the advantages and disadvantages of the valuation 
techniques you consider are applicable. (12 marks) 


b) Do you think these techniques are capable of eliciting all of the possible unpriced costs or 
benefits associated with this project? Discuss this question and describe how you would 
present any omissions and/or uncertainties in your final report. (8 marks) 


Question 3 


What are the conceptually correct measures of benefits and costs in benefit-cost analysis? 
a) Describe them and explain why they are considered to be conceptually correct. (12 marks) 
b) Describe why it is often difficult to use these measures in practice. (8 marks) 


Question 4 


a) Why are future benefits and costs converted into present values in benefit-cost analysis? 
Answer this question by carefully explaining the economic basis for discounting the future. 
(12 marks) 

b) Is it unreasonable to suppose that individuals (and hence society) are likely to discount the 
future at a constant rate? Discuss this question and explain its implications for the value of the 
discount rate at points 10, 50, and 300 years into the future. (8 marks) 


Question 5 


a) Imagine you have been asked to carry out a financial appraisal for a private energy company 
which is considering the construction of a nuclear power station. List the benefits and costs of 
this project to the company. (6 marks) 

b) Now imagine that you have been asked by a government body to carry out a cost-benefit 
analysis of the same project. List the costs and benefits of this project to society and explain 
why some of them may not have been included in part a). (8 marks) 

c) Briefly discuss the possible consequences of the distribution through time of some of the costs 
and benefits of this project (with respect to the possible risks associated with it). (6 marks) 
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Question 6 


Explain three simple concepts which can be applied in sensitivity analysis to identify critical variables 
and discuss the significance of critical variables in the context of the results of a benefit-cost analysis. 
(20 marks) 


Question 7 


“Only public policies and projects which pass a benefit-cost test should be undertaken”. Discuss this 
statement with reference to the practicalities of the public decision-making process and the possible 
problems that might arise from adhering to this rule. (20 marks) 


Question 8 


Should the following impacts be included in a benefit-cost analysis of the (hypothetical) construction 
of Disneyland Oz close to Brisbane? Explain your answers with reference to the societal benefit or 
cost each represents. 


a) the labour used in the construction of the new theme park and then employed within it; (5 
marks) 

b) the increase in economic activity (for example, higher hotel occupancy or an increase in 
business in local shops) in the vicinity of Disneyland Oz once it opens; (5 marks) 

c) the carbon emissions and noise from an increase in flights landing at Brisbane airport. (5 
marks) 


Discuss whether your answers would change if you were just considering the impacts of the project 
upon the City of Brisbane. (5 marks) 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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